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According to a new report by the Inter-American Development Bank (IDB), the region-wide trade
deficit in Latin America and the Caribbean reached a record US$17.169 billion in 1993, representing
a 54% jump over the regional deficit reported in 1992. Of the 22 countries surveyed by the IDB,
18 registered individual trade deficits. Mexico's US$18.891 billion deficit was by far the largest
individual deficit reported in the region. Mexico's deficit alone amounted to about US$3 billion more
than the combined figure for the other 17 nations that reported a deficit.
After Mexico, Argentina registered the second-highest deficit, with a US$2.353 billion gap between
imports and exports. Colombia took third place with a US$1.655 billion deficit, followed by the
Dominican Republic with US$1.585 billion, and Panama with US$1.364 billion.
Only four countries reported a surplus: Brazil, Ecuador, Trinidad and Tobago, and Venezuela.
Brazil's US$13 billion surplus represented about 75% of the total US$17.283 billion surplus reported
by the four countries combined. According to the IDB, a huge surge in imports combined with
sluggish growth in export income last year account for the growing deficit.
On the one hand, depressed demand in the advanced industrialized countries due to recession,
plus declining world prices for most of the region's principal exports, greatly contributed to a
deterioration in terms of trade in 1993. Last year, the total volume of exports from Latin America and
the Caribbean grew by a hefty 9%, but the drop in international prices for most goods permitted
only a modest 4% jump in income. On the other hand, a huge influx of capital in most Latin
American and Caribbean countries has greatly increased domestic demand for imported goods.
Between 1992 and 1993, an unprecedented US$115.4 billion in net capital flowed into the region,
according to a recent report by the Latin American Economic System (Sistema Economica
Latinoamericano, SELA). Of the total, only about US$31.5 billion, or 27%, was in direct investments.
The remainder was indirectly invested in stocks and bonds, or "portfolio investments," which
greatly increased the foreign reserves of most nations in the region.
Capital inflows, combined with tariff reductions and other free trade reforms adopted by most
countries, spurred a huge jump in imports of consumer products, as well as capital goods and
equipment to modernize and revitalize production. In 1993, the region imported nearly US$150
billion in goods, more than double the level of just six years ago. According to the IDB, although
world commodity prices have recovered somewhat this year, Latin American countries must
exercise caution to slow imports and lower the trade deficit, since the flow of external funds to the
region already dropped substantially in the first half of 1994.
As the capital inflow tapers off more in the coming years, national savings will have to take up the
slack to pay for imports. In addition, the IDB warns that Latin America urgently needs to adopt
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reforms and specific incentives to foment export-led growth, both to lower the trade deficit and to
buffer the effects of erratic changes in demand and prices on world markets.
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